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Text No. 2 


system of Cee, values in bookkceping is based prim marily upon 
the use of two colums: a left-hand or "debit" column,.and a right-hand 
1 


- or "oredit" colwm. The ‘theory of debit and credit is derived. from the 
accounting equation, previously referred to. 


(left) Assets = Liabilities Ft debian cote 
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The various asscts ieee eins TA Or nohnteed by a business sre entered as 
mer debits. All liabilities outstanding are entered as credits, and the balancing 
element: of capital as a credit. Thus, amounts recorded in left and right col- 

_ umns oe always balance, establishing ar ee ey eee Bae Creda Es 
n the book of final entry, called the ieneced ledger, debit and credit 
lumns for money (with other columns for date, explanation of posting, and 
eference, which will be illustrated later) are provided for each kindof 
set or liability, and capital. These are called "ledger accounts.” Referring 
the Statement of Asset, Lisbilities, and Capital for John Smith given in. 


ction 9 of Text No. I, th 16 ncooun ts would appear in the oo ag PORLOva . oi 
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monoy columns and space for account titles ana explanations (other col 
dato and reforence will ‘be illustrated lator): Leet 
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i Account Titlos and Explanations) (obit) 
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c. The procedure in opening a double sree sot of books 1 nL prepare ‘tho. 
si" | ‘gtatericnt of assots, liabilities and capital in order i s agbeeaene the ne 
Bete 8 assots or cap iad invested: (2) make the fnitial entry in the journal, 
ae uging the statemont as a basis by debiting agsets and crediting - liabili 
ee and capital; (3) open ledger acccunts using titios as indicated by the 
ree nal entry... Note, that the journel shows tho investnent as a transacti on, 


aa whiie tho oe accounts soparate assots, liabilitioe ; and aphee? accor 
2 to one eames tion or ind. os ihe A 
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Sead After the above totals “havo beon A aa Spare Coenen cae aE to the ae Lo 
te accounts in the general ledger and a balanec. affected, how is this balance 


nointained in rocording subsequent business transackione The answer 1 

that every exchange of valuos may be analyzed into its offoct upon asset 
liabilitios, or Se Oey under the double entry syston of bookkeep 3 
for ‘every debit there must be a corresponding credit. Thus total ‘ep t a 
crodits will roenain cqual. ay a 


Debits thd crodits in the individual accounts are totaled and the diffe 
ae arrived at or offsct in order to find the excess, or net amount, which 
ae referred to as the account balanco. The individual accounts, therefore 
may ber thought. of: ag: showing edditions: to. or subtractions, fron. the yun’ 
originally, Be ook a REN Vir a a 


Roforring | bo’ tho diagran firet givon, it can be secon that assets are 
originally debited; eadtoran to increasc an asset account we must deb 
to decraage it ‘we must credit. , Liabilities and, capital aro originally 
i as credits; therefore increases in these items are ercdited and decr 
dobited. , Tho rules of dobit and credit may be gimarizod as follows 
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Text No. 2 s. 


~The recording of business transactions will be discussed in Texts Nos. 3 
apd 4. We now-turn to a more detailed illustration of the procedure followed 
in opeging a double entry set of books. — | a 


ss,” PRIMARY BOOKS OF AGOOUNT | 
ae 4 : ‘ ; a 
The y books of-account, that are absolutely necessary in order to set 


#dquble entry bookkeeping system are the journal and the general ledger. | 
e that other subsidiary records of various kinds are generally re- 13 
: + inasmuch as double entry bookkeeping can be explained clearly in ¥ 
terms of the simple journal and general ledger, the introduction of any other a 
type of record at this time would tend to confuse the reader. 


3. THE JOURNAL 


The journal is mown as « book of original entry because it. is the, tinst 
- pook in which transactions are recorded in accounting form, There are many 
types of journals, but at present we are interested only in the gimplest type-- 
a bound book, the pages of which are numbered consecutively and ruled in 
accordance with a standard form. The paige of 4 simple journai. appears 4s 
follows: . 


(Journal) 


January 2, 1939 (Page 1) 


(Name of Accounts and Explanation) _ (Folio) ° (Debits) (Credits) 


(Date ) 


{ y 
i| Notes Receivable 
John Jones 
Settlement of customer's account 


for 60-day note. 


, . Lag se 
Richard Smith Company 
. Cash 
Payment of balance due credito 
SG hee 

| Furniture and Fixtures | 6 551 00| 

“Cash | 1 

j 


Purchase of one oak desk.. 


Study this form and observe the manner of recording: (1) the name of each 
account is recorded on a single line; (2) debits are written first followed on 
the next line by credits, indented; (3) each journal entry is followed by an 

explanation of the transaction; (4) the date of entry is placed near the middle » 
of the explanation column above the transactions occurring on a given date; 
(5) the month and year are shown only once on cach page; (6) the entries are 
recorded in chronological order; (7) the folio or page column indicates. the 
number of the general ledger page to which debit and credit items are posted. 
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Collection of Ton Brown's sated 

(Date ) 
Delivery Truck | 850.00 
Cash | oa 
he Notes Payable ; oh i 

Truck No. 123456, 90-day 6% note _ i 
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he is eee ally accented practice: to post ontrics. fron the jourripl to 
anit eee at the close of a calendar nonth. | Posting consists o: 
transforring cach debit and credit item fron the Jourrial to the ,ap 
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Each journal ontry nuet balance; that is, tho dcbit.clements rust: oxuctly 
equal the credit clenents in ordor to naintain the ‘palance established — Ae ky 
double ontry pookkooping. Boar in mind that every transacticn. a tae 


offe¢ setting Gebit and ercdit and can be cxpressed in Bae ri 


1 som 


“The first entry is called a gimple entry because it contains 


volves “sore: than one account, the ontry “ig ‘known o os a. compound entry 


a 


general: ledger account. After an ontry.is posted, the ‘bookkeeper she 
insert in the: journal colurm marked "Folio" the page nurber of the ac 


page number of the Journal in which the Hoa ig recorded. 
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Toxt No. 2 


she simplost type, that is, a bound volume, the pages of 
-¢ Si aro acer: aueueubt wo ly and ruled in accordance with a standard 
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ri ee lodaer eneer, showing tho use of tho various picnics? ig” 
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Cash Account 


(Folio) (Debit) (eto) (Sxplanabtion) 
eee 
oe 
56S. 15 dan R.Snith Co. 
500 «00 Fucniture 
; Track 
@ explanation colurm is provided in order that a brief description may 
given of oach debit and crodit iton posted to the account. Whether the, 
Janation column should bo used is 2 question woon which authorities diffors. 
gone think it is unmnccossary to uso it at all, others believe that it is pe 
better to show bricf sich eaipsiis data. The lattor scoms the better view pbeo- hs 
cause if oxplanations aro given, the composition of the account can be 


ort. ined without roforri ng pack to OTS. entries Lor information. 


ecaugo on. the fairly corplox nature of the sa nis of account use 6a in REA 
okkocping it appears particularly important to make fuil use of the ledger _ 

shoot, explanation columm, thus reducing the oe y with which transea .ctions 

be teacod for rofercnce purposcs to the various books of original sai 
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fo) oe Monae account has the outline of the letter "T" and may be 
ante o4 ag a frame into which the various debit and credit items of sinilar 
nicks soification are sct. Each lodgor account may bo given one) or mores 
, Gerending upon tho nuuber of iteris the account way have to accomodate — 
oA porzod Oe RETO. “yt OK Ln Sbaskemior nore than one account on a page is | 
ys consi idered good practico. 3 “RR 
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unt is recorded twice. Tho transaction is firs: 


previopnis: osu lattes thon posted to the general | 


¥ Aeagor whore 411 do Ss and ercdits of liko kind aro brought together in ono ae 
place in tho for 1 of an account. “il agneta and crodits, for oxarple, volati eu, 
» the asset ci Pieatzon of "Natos Re coivabic " will bo posted to the ledger 
scount of thn . ; as 
is. point wo have cons idorod in som , G.otALL the form and use of 
pea. Ledror account. Now let us consider bricfly some of Sts mnochan- 


ad Aan aa in the light of double entry accounting theory. 


THBORY OF DEBITS AND Be a 


The first rule for debitine reads, Debit: Increases of Assets. This 
suggests the ouestion as to why we debit to increase assets, The answer 
is that since every asset normally hss a debit balance, we must debit in 
order to increase thnit balance. To illustrate this, suppose that the ac 
count for Furniture and Fixtures shows a balance of $275 , 00, Then 2 desk 
; is purchased for $55.00. The purchase of this desk means that the asset 
‘a 'Furniture and Fixtures" has been increased, In order to give effect to 
ie this increase, the Furniture and Fixtures account must be debited with the 
ameunt of tre vurchase, SHR 


urn ure and Fixtures 


‘on ? Jan. 1. Balance PRION Sia are . se 5 
[ 4 Caz desk 5a .00 


« 
. 
. 
e 
e 
° 


If this acceunt were credited, such an entry would have a decreasing effect 
upon the asset; in other words, the asset account would be reduced, .This 
iliustration is given to demonstrate the increasing and decreasing effect 
of debits and credits upon a particular general ledger acceunt, Tote that 
if we had been considering a liability or capital account--which normally 

has a credit balance--a credit would have an increasing effect, whereas 4a 

debit would have a decreasing effect. 


‘With this in mind, the general ledger account has been defined as an account os 

showing on the ane hand all the increasing effects on the tetal amount of we, 
the account, and on the other hand all the decreasing effects on the total 
amount of the account, resulting from transactions which have occurred during 
&@ given neriod, Therefore, when it becomes necessary later on to apply the 
rules for debiting and crediting, the reader may think of an account asa | 
medium for applying the mathematical process of addition and subtraction. 


5, THE OPEVING JOURNAL ENTRY ther 


Suppose that Dan Ross, conducting a small trading business and maintaining — 
no standard books of account, decides to install a double entry bookkeening — 
system, He has obtained the “two necessary Wookesasmurnal: and general ledger- 
and proposes to establish his records on a double entry basis. His first. 
step will be to determine (1) what he owns, (2) what he owes, and (3) the 
amount of his canital or net worth at the vresent time, In other words, 
he must prepare a Statement of assets, Liabilities, and Cavital, as 
follows: pr t 
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tho dobit (loft) side of an appropriate general. Lodger « account and baer ; 
liability and capital -iten will bo Eresee to the credit. (right) side of a 
eae ate ledger account. ; 
Reforring to the rules for debiting and crediting presonted in Soekicn, ee 
attention is directed to the fact that the accounts are not debited ani 
crodited in the opening entry on the theory that there is any ineros ge on 
decreasc, because obviously there were no accounts on rate books prior to | 
this ontrvy. Why thon wore assots debited and liabilitics and capitel erod= 
_ ited? Tho answer is that by custom, or usage, wo start out in conforr mity o 
_ With the cqvation, Assote - Liabilitics + Capital. In the be eginning wo 
~ 4greo that assets have dobit balances and liabilitics and capital credit os 
balances. This ig an arbitrary procedurc, the effect.-of which ig to sct oa 
_ the accounts in such manner that we can woigh the assets (which always have 
- debit balances) on the left side against liabilitics and capital (which ~~ 
always have credit balances) on tho right sido. Thorefore, in apply ‘ing the 
rules of debit and credit it may bo nore nearly correct to pay that these i 
rules do not apply to the opening entry but that they do apply to all ub 10: 
quent entries for busincss transacti LONG. . 


It may be worth while to reverse tho fundaric ntal equation and express the 


~ garic facts. Suppose the gf aeare s entry wore made to conforn to the -equatio: ; 
Lfabilities + Capital = Asset: It would still be pogsiblo to keep a double 
entry sct of books in an unconvent ional way by forrzing rules of debit and 
eredit directly tho opposite of those given. The important thing to koop 
mind when a applying the rules of debit and crodit in double entry bookkee 
is that wo must have an equation weighing assets on the one side and 
and capital on the Sther. eee hs 


6. POSTING THR INTTIAL JOURNAL ENTRY TO THE GENERAL LEDGER is 


; 1 "i 
Dan Koss will now post the informetion tha t has eon recorded in the journ 
to the ledger, ce account titles as siven in the initial ontry: |: Scie 
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‘ in the journal entry has been transferred to the ledger, It will be noticed | 


will be disvlayed more compactly in the dpm of "T" accounts Se pre tie 
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All posting now has been completod; that is, hie debit jana credit apidartne 


that the sum of the asset accounts with debit balances equals tae sum of. " the 
liability and capital accounts! credit balances, 


In order to demonstrate this fact Clearly, the ledger accounts just set up 
often used when working problems to represent lecger accounts): 


assets (Debit Balances) Mie a Liabilities ean eek een 
| ACreaat Balances) © 
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Dan Ross, Capital : 


) ai § 


my 


Pale 


sare the above graphic representation of the ledger with an ordinary set 
scales or balance. If we piace two equal weights on the scales, these 
eights will exactly counterbalance each other. The values set up in the 


edger may be likened to the weights. We have 2 group of values on the iefh™ 

8! e of certain ledger accounts that exactiy equals another group set up on ~ 
the right side of other ledger accounts. The question now ig, how long will” 

the ledger remain in balance after business operations begin? If each trans- 
ction is correctly analyzed and the proper journal entry made and posted, 
e balance originally established will always remain constant. The journal 
try controls the equilibrium of debits and credits, maintaining the balance, — 
is will be illustrated in the following text by journalizing several of 
© basic transactions of a going business concern. 


